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What Happened to No-Fault Automobile Insurance?

W
hen fi rst enacted in the 1970s, no-fault 
automobile insurance had many advo-
cates. Its central idea was that an injured 
accident victim would simply receive 

compensation from his or her own insurance 
company instead of having to show the fault of 
another driver to recover losses from the other 
driver’s insurance company. Many insurers and 
consumer groups supported the new concept as a 
way to mitigate the problems of resolving dis-
putes through the courts, such as high costs, long 
delays, incentives for making dishonest claims, 
and the unfairness of compensating some victims 
much more than others. Despite its promise, 
however, the no-fault approach has fallen out of 
favor over the past 20 years. Several states have 
repealed their no-fault laws and gone back to the 
traditional tort system, and eff orts to pass federal 
legislation stalled. What happened? 

Drawing on 20 years of data that allow 
comparisons of diff erent insurance regimes across 
states, a recent RAND monograph is the most 
comprehensive retrospective of the U.S. experi-
ence with no-fault insurance to date. It describes 
the rise and fall of the popularity of no-fault, the 
reasons for this trajectory, and the policy implica-
tions of these trends. 

Evolution of No-Fault
No-fault approaches to automobile insurance 
were fi rst proposed in the early 20th century, 
modeled after workers’ compensation. Supported 
by many academic studies that decried the use 
of the tort system to compensate automobile-
accident victims, Massachusetts passed the 
nation’s fi rst no-fault law in 1970, and many 
states soon followed suit. No-fault insurance 
off ered no coverage for noneconomic damages, 
such as pain and suff ering.

Although most no-fault laws prohibit the vic-
tim from suing the other driver for noneconomic 
damages, unless the injuries reach a certain level 
of seriousness, “add-on” states permitted drivers 
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to purchase no-fault auto insurance without 
restricting their right to sue other drivers. By 
1976, 26 states had passed some form of no-fault 
insurance, including three states that off ered driv-
ers a choice between no-fault and tort insurance. 

Th e strongest political argument for the 
reforms was the promise of reducing insurance 
premiums by eliminating the expensive legal 
apparatus of apportioning fault. Other advan-
tages of the approach—broader coverage, greater 
fairness, faster payments—were less frequently 
mentioned in the debates over the legislation.

Although early evaluations of the reforms 
were favorable, by the mid-1980s reports began 
to show that no-fault states had not managed to 
reduce premium costs; in fact, they had higher 
insurance costs than tort states, and the gap 
was increasing. As a result, consumer support 
softened, some key insurers backed away from 
it, and a number of states repealed their no-fault 
regimes. 

Costs of No-Fault
Th e researchers set out to analyze the diff erences 
in cost between no-fault and tort regimes by 
looking at aggregate costs in liability premiums 
over a 20-year period, focusing on states that 
maintained a single system—no-fault, add-on, or 

Abstract

When fi rst enacted, no-fault automobile 
insurance promised a quicker, fairer, and less 
expensive approach to compensating victims 
of auto accidents. Despite its initial popularity, 
political support has declined because 
premiums cost more, rather than less, in 
no-fault states. These cost increases can be 
traced to two main causes: Not only does auto 
insurance pay for more medical services for 
accident victims in no-fault states, but it also 
pays more for the same care than in tort states.
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tort—over the whole period. As shown in the fi gure, liability 
premiums have been consistently higher in no-fault states, 
and the gap has widened over time. By 2004, premiums 
under no-fault were 50 percent higher than those under tort.

Th ese diff erences persist even after partially control-
ling for other factors that may infl uence these costs, such as 
climate, the road system, and density of the population.

Th e researchers also documented liability premium costs 
over the same period in three states that repealed no-fault: 
Georgia, Connecticut, and Colorado. Th e results are striking. 
As soon as no-fault was repealed, the price of liability premi-
ums dropped by 10 to 30 percent in all three states.

Th e researchers highlighted two main causes for the high 
cost of no-fault. First, auto insurance pays for a larger num-
ber of medical services in no-fault states than in tort states, 
whether measured as hospital stays or visits to the emergency 
room, chiropractor, dentist, or psychotherapist.

Second, automobile insurance pays more for the same 
medical services in no-fault states, and this diff erence has 
increased over time. Although medical costs were roughly 
comparable in no-fault and tort states in 1987, within ten 
years they had more than doubled in no-fault states. 

Further research is necessary to determine exactly why 
medical costs in no-fault states grew so dramatically over this 
period. But interviews with a range of experts highlighted 
several possible reasons for this trend:

• In most no-fault states, medical providers bill auto insur-
ers before billing the victim’s medical insurance, eff ec-
tively shifting costs from the medical insurance system 
to the auto insurance system.

• Under the tort system, health insurers have developed 
sophisticated techniques for managing medical care 
to minimize costs. Auto insurers, which are serving as 
medical insurers under no-fault, have less specialized 
expertise in this area.

• Health insurers have more fl exibility than auto insurers 
in writing contracts that limit care.

Other Trends
Although no-fault initially appeared to reduce court involve-
ment in the settlement of auto claims, this advantage has 
eroded over time. In terms of attorney utilization, litigation 
rates, and payment of noneconomic damages, the diff er-
ence in the two systems has largely disappeared. Even rates 
of overclaiming (or exaggerating the cost of claims), initially 
lower in no-fault states, have gradually converged across the 
two systems.

Policy Lessons
Th e authors off er several proposals for controlling costs 
under no-fault regimes, such as prioritizing fi rst-party medi-
cal insurance over automobile insurance for medical costs. 
Th ey also off er evidence that a system that allows drivers to 
choose between no-fault and tort insurance may function 
better than conventional no-fault. Furthermore, technologi-
cal innovation (such as autonomous-vehicle technology) and 
insurance reform (such as pay-as-you-drive auto insurance 
and universal health care) may make no-fault systems more 
desirable in the future. ■
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Comparative Trends in Liability Premium
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